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1. Introduction 
Rural-Urban polarisation is a world-wide phenomenon but the gap 
is far more prolonged in the developing economies. The causes of 
this rural-urban divergence can be seen as a failure of development 
policy implementations in general and the structure of the dual economy 
in particular. 
Several attempts have been made to measure and propose remedial 
policies. Some of these have seen rural-urban dichotomy in infrastruc-
tural facilities imbalances (Tadaro, 1982 p. 408), migration (Mabo-
gunje, 1970) and consumption pattern (Ken~da, 1961). 
Researchers have acknowledged the exi<>tence of rural-urban 
dichotomy in consumption, and several studies on the issue have often 
taken descriptive approach, concentrating on possible disparity in 
consumption patterns. To the best of our knowledge no efforts had 
been made to quantify the magnitude of the differential between the 
two sectors either by using aggregate or disaggregated data. 
Thus, in this study, we are hypothesizing the existence of a diffe-
rential in the standard of living between the rural and urban sectors; 
differential which can be one of the consequences ')f the rural-urban 
sectors; differential which can be on~ of the consequences of the rural-
urban dichotomy. We intend to capture this divergence through a 
sectoral aggregate consumer expenditure used as an index of standard of 
living. Hence, the purpose of the paper is two fold. Firstly, evaluate 
the seemingly sectoral differential in the marginal propensity to con-
sume, (MPC), and test the significance of demographic factors as 
determinant of consumption expenditur~ in b ;:1 th the rural and urban 
sectors of a given state. Secondly, envisage a test of homogeneity of 
consumption expenditure between the states under consideration. 
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I N D I A N  J o u R N A L  o r  E c o N o r . n c s  
T h e  m o d e l  pre~ented i n  t h e  p a p e r  i s  a n  E x t e n d e d  S e c t  o r a  1 - A b s o l u t e  
I n c o m e  H y p o t h e s i s ,  (ES~AIH), b a s e d  t e s t e d  o n  cross~section d a t a  o f  
i n d i v i d u a l  h o u s e h o l d s  i n  t h e  s t a t e s  c o n s i d e r e d .  
T h e  p a p e r  i s  d i v i d e d  i n t o  f i v e  s e c t i o n s .  S e c t i o n  2  d e a l s  w i t h  t h e  
t h e o r e t i c a l  f r a m e w o r k .  I n  s e c t i o n  3 ,  t h e  e m p i r i c a l  m o d e l  i s  d e r i v e d .  
S e c t i o n  4  c o n t a i n s  t h e  e s t i m a t i o n s ,  r e s u l t s  a n d  di~cussions a n d  s e c t i o n  5  
g i v e s  t h e  c o n c l u d i n g  r e m a r k s .  
2 .  T h e o r e t i c a l  F r a m e w o r k  
T h e  s t a r t i n g  t h e o r e t i c a l  p o i n t  f o r  o u r  w o r k  i s  t h e  A b s o l u t e  I n c o m e  
H y p o t h e s i s ,  A .  I .  H .  A c c o r d i n g  t o  t h i s  h y p o t h e s i s ,  c o n s u m p t i o n  i s  
l a r g e l y  d e t e r m i n e d  b y  c u r r e n t  d i s p o s a b l e  i n c o m e  a n d  c h a n g e s  i n  r e a l  
i n c o m e  a r e  t r a n s l a t e d  r e a s o n a b l y  q u i c k l y  a n d  f u l l y  i n t o  c h a n g e s  i n  
c o n s u m p t i o n .  
I n  g e n e r a l ,  e m p i r i c a l  i n v e s t i g a t i o n  o f  c o n s u m p t i o n  f u n c t i o n  h a s  
b e e n  o n  t i m e - s e r i e s  a g g r e g a t e  d a t a  o r  o n  c r o s s - s e c t i o n a l  d a t a .  T i m e  
s e r i e s  d a t a  h a v e  t h e  m e r i t  o f  c o n t a i n i n g  i n f o r m a t i o n  o n  p r i c e  v a r i a -
t i o n s  a n d  t h u s  p e r m i t  t h e  e~timation o f  p r i c e  r e s p o n s e s .  ( M u s g r a v e  
e t  a l . ,  1 9 8 3 ) .  C r o s s - s e c t i o n a l  d a t a  o n  t h e  o t h e . r  h a n d  d o  n o t  c o n t a i n  
a d e q u a t e  i n f o r m a t i o n  o n  p r i c e s  a n d  h e n c e  c a n n o t  e 3 t h n a t e  p r i c e  e l a s t i -
c i t i e s  o f  d e m a n d .  B u t  t~ m e  o f  c r o s s - s e c t i o n  d a t a  c a n  g i v e  i n s i g h t  
i n t o  t h e  e f f e c t  o f  i n d i v i d u a l  d i s p o s a b l e  i n c o m e  o n  c o n s u m p t i o n .  I n  
a d d i t i o n ,  t h e  u s e  o f  d i s c r e t e  ( 0 ,  1 )  v a r i a b l e s  r a t h e r  t h a n  t h e  o b s e r v e d  
q u a n t i t y  i s  f a c i l i t a t e d .  
T h u s ,  w e  h a v e  i n c o r p o r a t e d  d e m o g r a p h i c  i n d i c a t o r s  i n t o  t h e  A I .  H .  
I n  a d d i t i o n ,  b e c a u s e  w e  a r e  t e 3 t i n g  f o r  h o m o g e n e i t y  o f  c o n s u m e r  
d e m a n d  f u n c t i o n  b~tween s e c t o r s  o f  a  s t a t e ,  discret~ o r  d u m m y  v a r i a b l e s  
a r e  introduc ~d i n t o  t h e  m o d e l .  I n  w h a t  f o l l o w s ,  t h e  m o d \ ! !  s h a l l  b e  
d e n o t e d ,  Extend~d Sectoral-Ab>olut~ I n c o m e  H y p o t h e s i > ,  ( E S - A I H ) ,  
m o d e l .  
I n  c o n s t r u c t i n g  t h e  m o d e l ,  l e t  u s  a s s u m e  t h a t  t h e  r e p r e s e n t a t i v e  
i n d i v i d u a l  c o 1 1 S u m e r  i n  a  r e g i o n  s e e k s  t o  m a x i m i < e  u t i l i t y ,  U ,  w h e r e  
U j k = U ( C j k )  
j = l .  . . .  ,  n  
k = R u r a l ,  U r b a n  
s u c h  t h a t  U ' j k > O  a n d  U " j k < O .  C j k :  
( 2 . 1 )  
c o n s u m p t i o n  o f  c o m m o d i t y  j  o f  a n  i n d i v i d u a l  l o c a t e d  i n  t h e _ r u r a l  o r  
\ } r b a n  s e c t o r ,  k ,  
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There exists durable and non-durable consumer goods and services 
in the economy on which consumers spend their incomejwealth. We 
~assume a one-good economy with data on total current value . qf 
expenditure on all goods and services, Ck, such that equatio_n (2.1) 
becomes. 
.-.. . (2.2) 
and 
U'A:>O and U"k<O 
Optimisation of equation (2.2) as subject to -current income and 
current accumulated wealth. Since we are dealing with a single time 
period analysis, lending or borrowing are assumed away. Hence the 
constraints can be written as 
where Yk is the current income, Wk, wealth and Ck aggregate con-
sumption level. This equation contains a non-deterministic compo-
nent, \\ealth. The latter is a stock of the present value of income flow 
measured at a certain rate over a certain period of time i. e. · 
T 
W(t)=E Yzk(l +rrt 
t=l 
in a discrete case, or 
(2.4) 
in a continuous case. Y is the current income, r is interest rate and 
tis time period. W(t) is not directly observable and measurable. It 
includes expected flows that are yet unknown. These expected income 
flows must be forecast on the basis of things that are known, one 
important component of which is current ·disposable income provides 
good information to potential lenders on individual's ability to repay a 
loan and the interest on it. In effect it is difficult to borrow unlimited 
funds against future income. Hence, an individual may be constrained 
in the amount of consumption that can be undertaken by the level of 
current disposable income. (see Hayashi, 1985) It is in the light of the 
foregoing difficulties that we have restricteq our an~lysis to , th~ 
ES-Alft, 
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I N D I A N  J O U R N A L  O F  E a o N o : t d l d s  
T h e  m a x i m i z a t i o n  o f  e q u a t i o n  ( 2 . 2 )  s u b j e c t  t o  e q u a t i o n  ( 2 . 3 )  w i l l  
y i e l d  t h e  g e n e r a l l y  k n o w n  _ d e m a n d  f u u c t i o n  w h i c h  c a n  b e  w r i t t e n  
a s  :  
E X i = f ( Y i )  
( 2 . 5 )  
w h e r e  E X i ,  i s  t h e  i n d i v i d u a l  i ' s  c o n s u m p t i o n  e x p e n d i t u r e  a n d  Y i ,  i s  h i s  
c u r r e n t  i n c o m e .  I n  t h e  d a t a  u s e d  i n  t h e  a n a l y s i s ,  t h e r e  a r e  d i f f e r e n t  
c a t e g o r i e s  o f  i n d i v i d u a l s  b y  o c c u p a t i o n s  :  w a g e  a n d  n o n - w a g e  e a r n e r s .  
F o r  a  g i v e n  i n d i v i d u a l  w a g e  e a r n e r ,  w e  a s s u m e  t h a t  h i s  c o n s u m p t i o n  
p o t e n t i a l s  d e p e n d  o n  h i s  p a y  p a c k e t  i . e .  c u r r e e n t  g r o s s  i n c o m e  m i n u s  
t a x e .  I n  t h e  c a s e  o f  a  n o n - w a g e  e a r n e r  w e  h y p o t h e s i z e  t h a t  h i s  c o n s u m p -
t i o n  i s  c o n s t r a i n e d  b y  w h a t  h e  h a s  a f t e r  a l l  d u e s  h a v e  b~en p a y e d .  H e n c e ,  
Y i  i n  e q u a t i o n  ( 2 . 5 )  r e p r e s e n t  t h e  c u r r e n t  d i 5 p o s a b l e  i n c o m e  s o  t h a t  w e  
h a v e :  
E X i  f ( Y d i )  
. . .  ( 2 . 6 )  
N o w ,  l e t  u s  p o s i t  t h a t  f o r  a  g i v e n  i n d i v i d u a l  e i t h e r  l o c a t e d  i n  
R u r a l  ( R )  o r  U r b a n  ( U )  s e c t o r ,  h i s  c o n s u m p t i o n  e x p e n d i t u r e  i s  d e t e r -
m i n e d  n o t  o n l y  b y  h i s  c u r r e n t  d i s p o s a b l e  i n c o m e ,  b u t  a l s o  b y  o t h e r  
f a c t o r s  s u c h  a s  o c c u p a t i o n ,  h o u s e h o l d  s i z e  a n d  s e x .  W i t h  t h i s  i n c -
l u s i o n  o f  n e w  v a r i a b l e s ,  e q u a t i o n  ( 2 . 6 )  b e c o m e s  
E X i = f ( Y d i ,  O C C i ,  H H S i ,  S E X i  Z ; )  
( 2 . 7 )  
w h e r e  Y d i ,  O C C i ,  H H S i ,  S E X i  a n d  Z i  a r e  c u r r e n t  d i s p o s s a b l e  
i n c o m e ,  o c c u p a t i o n ,  h o u s e - h o l d  s i z e ,  s e x  a n d  o t h e r  v a r i a b l e s  n o t  
e x p l i c i t l y  s p e c i f i e d  s u c h  a s  e d u c a t i o n ,  r e s p e c t i v e l y  j t h  i n d i v i d u a l .  
P o s t u l a t i n g  t h a t  c o n s u m e r s  b e h a v e  i n  a  s i m i l a r  m a n n e r ,  i t  i s  p o s s i b l e  
t o  c o n s t r u c t  a  f u n c t i o n  w h i c h  i s  a d d i t i v e  a c r o s s  c o n s u m e r s .  B u t  t h e  
p r o b l e m  o f  a g g r e g a t i o n  w i l l  s t i l l  e x i s t .  I n  e f f e c t  i t  w i l l  b e  i m p r o p e r  t o  
s u g g e s t  t h a t  a l l  c o n s u m e r s  a r e  s i m i l a r  i r r e s p e c t i v e  o f  .  t h e i r  a g e  o r  t h e  
s i z e  o f  t h e  h o m e - h o l d  o r  s e x  o r  e v e n  l o c a t i o n .  I n  a d d i t i o n  t h e r e  i s  
e c o n o m y  o f  s c a l e  i n  c o n s u m p t i o n .  F u r t h e r  i t  i s  e v i d e n t  t h a t  t h e  c o n -
s u m p t i o n  o f  s o m e  t y p e s  o f  c o m m o d i t e s  i n  a  f a m i l y  d e p e n d  o n  i t s  
c o m p o s i t i o n .  C o m m o d i t y  c o m p o s i t i o n  o f  c o n s u m e r  e x p e n d i t u r e  i s  
b e y o n d  t h e  s c o p e  o f  t h e  p r e s e n t  p a p e r .  
S i n c e  t h i s  p a p e r  e n v i s a g e s  t o  s h e d  s o m e  l i g h t  o n  t h e  d i f f e r e n t i a l s  i n  
c o n s u m p t i o n  f u n c t i o n  b e t w e e n  t h e  r u r a l  a n d  u r b a n  s e c t o r s ,  w e  w o u l d  
n o w  r e w r i t e  e q u a t i o n  ( 2 . 7 )  a c c o r d i n g  t o  s e c t o r s  s o  t h a t  :  
PX;l(=-f(Yd~, O C C i f t ,  H H S i l t ,  SEX~, Z i i t )  
( 2 . 8 )  
/ 
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and 
... (2.9) 
Equations (2.8) and (2.9) are the rural and urban consumption expen-
diture function respectively. 
The importance of the dummy variables as used in our ES..AIH 
model is twofold. First, help to indicate the existence of structural 
differences in consumption between the rural and urban sectors. Second, 
indicate how the various qualitative variables portioned into categories 
affect the consumption expenditure over all the observed individuals. 
Equations (2.8) and (2.9) are to be re.-specified, taking note of the 
above explanations. 
Hence, for the purpose of this study, occupation was categorised 
into four namely : 
I : Highly Prof~ssional Workers (0, 1) 
II : Semi-Professional and Worker (2, 3) 
III: Farmers and related professionals (4, 5, 7, 8) 
IV : Utilities workers (6, 9, X). 
Note that the figures and letter X in brackets represent th~ Stan-
dard International Labour Classfica tion. 
It then follows that we need three binary or indicator variables 
constructed thus : 
occ1i= {: if II 
otherwise 
occ,j={: if III 
otherwise 
{




For this variable the control category is the highly professional 
workers. 
The variable HHS is divided into three _categories. Hence, we 
need two binary variables : 
{ 
1 b~tween 5 and 8 members 
HHS1i= 
, 0 otherwise 
2 8 2  t t m i A N  j o u R N A L  o F  E c o N o M i c s  
{  
1  a b o v e  8  m e m b e r s  
H H S ' J . ; =  
0  o t h e r w i s e  
. . .  ( 2 . 1 1 )  
I n  t h i s  c a s e  t h e  " B e t w e e n  0  a n d  l e s s  t h a n  5 "  m e m b e r s  c a t e g o r y  i s  t h e  
c o n t r o l  c a t e g o r y .  
A n d  f i n a l l y ,  S E X  i s  d i v i d e d  i n t o  t w o  c a t e g o r i e s ,  m a l e  o r  f e m a l e ,  
a n d  h e : c c e  w e  n e e d  o n l y  o n e  i n d i c a t o r  v a r i a b l e  d e f i n e d  a s  :  
{  
1  i f  m a l e  
S E X i =  
·  0  i f  o t h e r w i s e  
3 .  T h e  E m p i r i c a l  M o d e l  
3 .  1  T h e  M o d e l  
( 2 . 1 2 )  
G i v e n  e q u a t i o n s  ( 2 . 8 )  a n d  ( 2 . 9 )  a n d  w i t h  ( 2 . 1 0 ) ,  ( 2 . 1 1 )  a n d  ( 2 . 1 2 ) ,  
a n  e x p l i c i t  f u n c t i o n a l  r e l a t i o n s h i p  b e t w e e n  c o n s u m p t i o n  e x p e n d i t u r e  a n d  
t h e  e x p l a n a t o r y  v a r i a b l e s  c a n  b e  d e r i v e d .  
T h e  c o n t e n t i o n  i n  t h e  u s e  o f  A .  I .  H ,  i s  t h a t  a s  i n c o m e  i n c r e a s e s ,  
c o n s u m p t i o n ,  o n  t h e  a v e r a g e ,  w i l l  i n c r e a s e  b u t  n o 1  b y  a s  m u c h  a s  t h e  
i n c r e a s e  i n  i n c o m e .  T h i s  i m p l i e s  t h a t  t h e  M P C  w i l l  f a l l  a s  i n c o m e  r i s e s  
s u g g e s t i n g  t h a t ·  t h e  c o n s u m p t i o n  f u n c t i o n  i s  n o n - l i n e a r  i n  t h e  e x p l a n a -
t o r y  v a r i a b l e s .  T h i s  c o n c l u s i o n  i s  j u s t i f i a b l e  e s p e c i a l l y  i n  a  c r o s s  s e c t i o n  
a n a l y s i s  o f  c o n s u m p t i o n  f u n c t i o n .  I n  a  t i m e  s e r i e s  s h o r t - r u n  a n a l y s i s ,  
w h e r e  w e  a r e  d i s p o s e d  w i t h  a g g r e g a t e  c o n s u m p t i o n  a n d  a g g r e g a t e  d i s p o s -
a b l e  i n c o m e ,  t h e  f u n c t i o n a l  r e l a t i o n s h i p  a s  e x p l i c i t l y  l i n e a r  s u g g e s t i n g  a  
c o n s t a n t  M P C  b u t  a  d e c l i n i n g  a v e r a g e  p r o p e n s i t y  t o  c o n s u m e ,  A P C ,  a s  
i n c o m e  i n c r e a s e s .  H e n c e ,  w e  p o s i t  a n  e x p l i c i t · ·  n o n - l i n e a r  f u n c t i o n a l  
r e l a t i o n s h i p  b e t w e e n  t h e  c o n s u m p t i o n  e x p e n d i t u r e  a n d  t h e  v a r i o u s  
e x p l a n a t o r y  v a r i a b l e s  f o r  b o t h  t h e  r u r a l  a n d  u r b a n .  d w e l l e r s ,  o f  t h e  
J o r m :  
a l  [  5  7  
E X i R  = a
0
R Y d  . e x p  . E  a j O C j i R +  . E  a k H H S k i R  
R i  .  j - s  k = 6  
+ a a S E X i R 1  .  V i R  
• • •  3 . 1  
_a n d  
h l  [  5  ' 1  
E X i u = h
0
u Y d  . •  e x p  , P  b j 0 C j i u 4 - . E  b k H H S k i u  
a u  J - 3  k = 6  
.  + h s S E K ! u  l ·  V i "  
• • •  3 ! 2  
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where exp is the exponential function and the V/s are the stochastic 
random term assumed to be mu1tiplicative. 
Given equations (3 .1) and (3.2), we can test for equality in consu-
mption function between the rural and urban sectors. Recall that the 
functions include both qualitative and quantitative variables, hence the 
test can be carried out along these different characteristic3. The 
essence of the test is to evaluate the existence of shifts in the consump-
tion function, differential in the MPC, andjor differential in the contri-
bution of the various demographic factors to the sectoral consumption 
expenditure. 
In testing these hypothesis, it is umal in econometric analysis to 
use "chow" test. But by pooling the cross-sectional observations over 
the two sectors, similar equility tests could be carried out without the 
use of chow test. Pooling the data has an additional advantage of 
tncreasing the degree of freedom of the regression and hence a more effi-
cient estimator. 
Now let us combine equations (3.1) and (3.2) into a single 
equation. 
(b -a) DC. a . b.-a1 EXi=a0e 0 0 '.Yd;'DYdi 1 .exp 
( ~ ( aj OCJ;+(bJ-ai) DOCj;) 
+(-1 (akHSk;+(bk-ak) DHSki)+a8SEXi+ 
+(b8-a8) DSEXi} • Vi 
Equation (3.3) can be rewritten more compactly as: 
Ex.-d C0DCi Yd·C1 DYd· c~ ( ..., (c1ocii+djDOCj;) , _ e . , , . exp ..., j . 
+ .E (ckHSki+dkDHSki+c8 SEXi 
k 
+d8 DSEX;. Vi 
••• (3.3) 
(3.4) 
where, forth ~ purpose of identification of parameters bjtweet1 ~quations 







t N n i A N  j o u R N A L  o F  E c o N O M i c s  
C j = a j  a n d  d j = b j - a j .  j = l ,  2 ,  3  
C k = a k  a n d  d k = b k - a k ,  k = l ,  2 .  
C s = a s  
d s = h s - a s  
F o r  t h e  p u r p o s e  o f  e s t i m a t i o n ,  e q u a t i o n  ( 3 . 4 )  i s  l i n e a r i z e d  t o ,  g i v e  :  
L n E X i = Z + c
0
D C i + c
1
L n Y  d  + c 2 L n D Y  d i  
+ J ; ( c _ i D C u i  + d j D O C j i )  
J  
} }  
+  k  ( c k H S K i + d k D H S k i ) + c
8
S E X ;  
+ d
8
D S E X ; + w ;  
w h e r e  z = L n d  
W ; = L n  v i  a n d  E ( w ; ) = O ,  E ( W j W j ) = O  
i f  i - ; 6  j  a n d  E(wiwj)=a~ i f  i = j  
3 . 2  T h e  D a t a  
( 3 . 5 )  
T h e  c r o s s - s e c t i o n  d a t a  f o r  t h e  s t u d y  c a m e  f r o m  t h e  N a t i o n a l  
I n t e g r a t e d  S u r v e y  o f  H o u s e h o l d  ( N I S H )  p r o g r a m m e  c o n d u c t e d  b y  t h e  
F e d e r a l  o f f i c e  o f  S t a t i s t i c s  i n  A u g u s t  1 9 8 5 ,  T h e  s u r v e y  c o . U e c t e d  d e t a i l -
e d  i n f o r m a t i o n  f o r  i n c o m e ,  c o n s u m e r  e x p e n d i t u r e  a n d  s o m e  s o c i o -
e c o n o m i c  c h a r a c t e r i s t i c s  f o r  t h a t  y e a r .  T h e  d a t a  w e r e  c o l l e c t e d  o v e r  
b o t h  t h e  r u r a l  a n d  u r b a n  s e c t o r s .  I n  t h a t  s u r v e y  r u r a l  a r e a  i s  d e f i n t < d  
1
l i S  a n y  r e g i o n  d i s t i n c t  o n  i t s  o w n  w i t h  l e s s . t h a n  2 0 , 0 0 0  p e o p l e  w h i l e  a n  
u r b a n  a r e a  i s  a  d i s t i n c t  r e g i o n  h a v i n g  a t  l e a s t  2 0 , 0 0 0  i n h a b i t a n t s .  
C o n s u m p t i o n  i s  t h a l t  , · p a r t  o f  i n c o m e  t h a t  i s  n o t  s a v e d  b u t  goe~ a s  
c o n s u m p t i o n  e x p e n d i t u r e .  C o n s e q u e n t l y ,  w e  a s s u m e  t h a t  c o n s u m p t i o n  
a s  o b s e r v e d  i n  t h e  s u r v e y  i s  t h e  a c t u a l  p u r c h a s e s  o f  c o n s u m e r  g o o d s  a n d  
s e r v i c e s .  I n  a d d i t i o n ,  i n c o m e  i s  t h e  m o n e t a r y  e s t i m a t e  o f  m o n e y  i n c o m e  
a n d  i n c o m e  i n  k i n d .  I n  e f f e c t ,  i n  a n  e c o n o m i c  s y s t e m  s u c h  a s  o u r s ,  
w h e r e  s o c i a l  s e c u r i t y  a l l o c a t i o n  i s  n o n - e x i s t e n t  o r  q u a s i - e x i s t e n t ,  i n c o m e  
i n  k i n d  m a y  c o n s t i t u t e  a  s u b s t a n t i a l  s u p p l e m e n t a r y  i n c o m e  f o r  m a n y  
i n d i  v i d u a  I s .  
T h e  d i f f e r e n t  c l a s s i f i c a t i o n  i n t o  c a t e g o r i e s  o f  h o u s e h o l d  s i z e  a n d  
o c c u p a t i o n  i s  o u r s .  B u t  w e  o b , e r v e d  t h a t  t h e  o c c u p a t i o n  o f  t h e  majo~ 
r i t y  o f  t h e  i n d i v i d u a l s  i n t e r v i e w e d  f e l l  w i t h i n  t h e  t h i r d  a n d  f o u r t h  
cate~ories ( s e e  e q u a t i o n  ( 2 . 1 2 ) .  
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The variables used in the analysis are as follows : 
EXiR=expenditure of individual i in the rural sector 
EXiu=expenditure of individual i in the urban sector 
EX;=expenditure of individual i in a given state 
OC;;R=occupational category of individual i, in the rural sector 
OCjiu=occupational category of individual i, in the urban sector, 
OCj;=occupational category of individual i in a given state. 
HSkiR=Household size of individual i in rural area 
HSuu=Household size of individual i in urban area 
HSk;=Household size of individual i in a given state 
SEXiR=Sex of individual i in rural area 
SEXiu=Se.x of individual i in urban area 
SEXi=Sex of individual i in a given state 
Yd;R=current disposable income of individual i in rural area. 
Yd;11 =Current disposable income of individual i in urban area. 
Yd;=current disposable income of individual i in a given state. 
DYd;=Special binary variable. It takes the value 0 for all rural 
disposable income. and the observed values for all urban 
disposable income. It is meant to detect if there is differen-
tial between the MPC in the rural and urban equations. 
DC;=Binary variable to capture the intercept differential between 
rural and~urban sectors. 
DOCJi=Discrete (0,1) variables to capture the differential between 
sectors, given an occupational category. 
DHSki=Discrete (0,1) variables designed to capture the differential 
between sectors, given the household size. 
DSEXi=Discrete (0,1) variable to capture the differential between 
sectors, given the sex of the individual i. 
The definition and the predictions on the parameters used in the model 
are as follows z 
z =Constant term with z>O 
C0 =intercept differential such that C0>0 
C1=income elasticity of demand such that C1<1. 
C1=differential income elasticity with C1 ~ 0 
Cj=occupa tion ~;:oefficients with Cj>O 
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C k = h o u s e h o l d  s i z e  c o e f f i c i e n t s  w i t h  C k > O  
C
8
= c o e f f i c i e n t  o f  s e x  v a r i a b l e ,  w i t h  C
8  
u n d e t e m i n e d  a  p r i o r i .  
d i = o c c u p a t i o n  d i f f e r e n t i a l  c o e f f i c i e n t s ,  w i t h  df~.O 
d k = h o u s e h o l d  s i z e  d i f f e r e n t i a l  c o e f f i c i e n t  d k " t :  0  
d
8
= s e x  d i f f e r e n t i a l  c o e f f i c i e n t  s u c h  t h a t  d
8
~0. 
4 .  E s t i m a t i o n s ,  R e s u l t s  a n d  D i s c u s s i o n s  
4 . 1  E s t i m a t i o n s  
T h e  e s t i m a t e d  m o d e l  i s  g i v e n  b y  e q u a t i o n  ( 3 . 5 ) .  C r o s s - s e c t i o n a l  
d a t a  f o r  a  s a m p l e  o f  t w o  s t a t e s  o f  t h e  f e d e r a t i o n  w e r e  e m p l o y e d  t o  t e s t  
t h e  m o d e l .  T h e  d a t a  w e r e  a v a i l a b l e  o n  r u r a l  a n d  u r b a n  b a s e s  b u t  w e r e  
p o o l e d  t o  " i m p r o v e  t h e  r~lative p r e c i s i o n  o f  t h e  e s t i m a t e d  p a r a m e t e r s " ,  
( G u j a r a t i ,  1 9 7 9 ) .  
E q u a t i o n  ( 3 . 5 )  w a s  f i r s t  e s t i m a t e d .  E x c e p t  f o r  z  a n d  c l >  a l l  o t h e r  
c o e f f i c i e n t s  c o u l d  n o t  b e  s a i d  t o  p o s s e s s  t h e  d e s i r a b l e  p r o p e r t i e s  o f  g o o d  
e s t i m a t o r s .  T h e  p o o r  r e s u l t  m a y  b e  d u e  t o  t h e  n a t u r e  o f  t h e  mod~!. 
I n  e f f e c t ,  d u e  t o  t h e  s m a l l  v a r i a t i o n s  i n  t h e  t r a n s f o r m e d  v a l u e s  o f  E X i ,  
Y  d i  a n d  D Y  d ; ,  t h e  e s t i m a t e  o f  c 1  ( i .  e .  diff~rential i n c o m e  e l a s t i c i t y )  i n  
p a r t i c u l a r  m a y  b e  v e r y  c l o s e  t o  z e r o ,  a n d  h e n c e  t h e  i n a b i l i t y  o f  o u r  
m o d e l  t o  e f f e c t i v e l y  c a p t u r e  t h e  m a g n i t u d e  o f  r u r a l - u r b a n  d i f f e r e n t i a l .  
I n  v i e w  o f  t h i s ,  w e  h a v e  r e s p e c i f i e d  e q u a t i o n  ( 3 . 5 ) ,  h y p o t h e s i z i n g  a  
l i n e a r  r e l a t i o n s h i p  b e t w e e n  t h e  d e p e n d e n t  v a r i a b l e ,  E X i ,  a n d  th~ inde~ 
p e n d e n t  v a r i a b l e s .  ( s e e  P o l l a k  e t  a l .  1 9 7 8 ) .  I n  t h i s  c a s e ,  t h e  l o g a r i t h m i c  
t r a n s f o r m a t i o n  i s  n o  l o n g e r  v a l i d ;  a n d  t h e r e f o r e  t h e  c o e f f i c i e n t s  c
1  
a n d  c
2  
n o w  d i r e c t l y  m e a s u r e  t h e  M P C  a n d  t h e  d i f f e r e n t i a l  M P C  r e s p e c t i v e l y .  
G i v e n  t h e  n a t u r e  o f  t h e  d a t a  w i t h  w h i c h  t h e  m o d e l  i s  t o  b e  t e s t e d .  
i t  i s  m o s t  l i k e l y  t h a t  w e  h a v e  t h e  p r o b l e m  o f  h e t e r o s c e d a s t i c i t y .  T h o u g h  
t h e  p r e s e n c e  o f  t h e  l a t t e r  d o e s  n o t  a l t e r  t h e  u n b i a s e d n e s s  a n d  c o n s i s ·  
t e n c y  p r o p e r t i e s  o f  t h e  c o e f f i c i e n t s ,  t h e  f a c t  t h a t  t h e y  ( t h e  c o e f f i c i e n t s )  
a r e  i n c o n s i s t e n t  m a y  s u g g e s t  t h a t  " t h e  s t a n d a r d  t e s t s  o f  s i g n i f i c a n c e  m a y  
n o t  s t r i c t l y  h o l d  a n d  t h e  p r e d i c t i v e  n a t u r e  o f  t h e  m o d e l  m a y  s e v e r e l y  b e  
r e s t r i c t e d " .  ( A l o n z o ,  1 9 7 9 ) .  O n e  c o u l d  h a v e  e n v i s a g e d  a n  i m p r o v e ·  
m e n t o n  t h e  e s t i m a t i o n s  b u t  f o r  h i g h e r  c o s t  o f  t h e  p r o c e d u r e  i n v o l v e d  i n  
t e r m s  o f  d a t a  c o m p u t a t i o n s .  H e n c e  t h e  r e s u l t s  p r e s e n t e d  i n  t h i s  s t u d y  
s h o u l d  b~ c o n s i d e r e d  a s  a  f i r s t  a p p r o x i m a t i o n ,  a n d  t h e  i n f e r e n c e s  m a d e  
a r e  t e n t a t i v e .  
4 . 2  R e s u l t s  
T h e  O L S  r : ; s u l t  o f  t h e  a g g r e g a t e  c o n s u m p t i o n  f u n c t i o n  f o r  
K A P U N A  s t a t Q  i s  p r e s e n t e , d  i n  e q u a t i o n  ( 4 . 1 ) .  T h e  r u r a J  an~ u r b a n  
- .  
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+ 1 4 . 6 6 4 0  O C 3 ; + 6 . 1 1 7 7  H S l i f  8 . 3 0 4 0  H S 2 ;  
( 1 6 . 6 2 1 3 )  
( 1 0 . 4 5 8 7 )  
( 1 4 . 6 7 3 7 )  
+ 2 1 . 4 6 4 5  S E X ; + 2 7 . 5 3 3 0  D O C i i + 2 . 8 1 6 2  D O C 2 i  
( 1 3  . 5 3 0 2 )  
( 4 0 . 4 9 5 9 )  
( 2 2 . 8 8 1 9 )  
+  1 6 . 6 8 0 6  D O C 3 i + 2 6 . 1 9 5 1  D H S I  ; + 4 2 . 5 3 2 4  D H S 2 i  
( 2 1 . 6 4 5 4 )  
( 1 5 . 1 7 3 7 )  
( 2 0 . 0 5 9 1 )  
- 2 2 . 4 9 9 7  D S E X ;  
R 1  = 0 . 6 9 7 7  
K 1 = 0 . 4 9 0 4  
n  
= 3 5 0  
. . .  ( 4 . 4 )  
O Y  .  
E X i R  = 6 3 . 4 0 2 4 + 0 . 5 3 5 6  Y  D i R - 1 1 . 9 3 6 1  O C l i R  
- 4 . 6 5 0 3  O C 2 ; R + 1 4 . 6 6 4 0  O C 3 i R  
+ 6 . 1 1 7 7  H S 1 i R + 8 . 3 0 4 0  H S 2 ;  
2 1 . 4 6 4 5  S E X ; R  
. . .  ( 4 . 5 )  
O Y  
E X i u  = 2 9 . 0 0 7 8 + 0 . 7 4 5 1  Y d i u - 3 9 . 4 6 9 1  O C 1 ; u  
- 1 . 8 4 4 1  O C 2 ; u - 2 . 0 1 6 6  O C 3 ; u  
+ 3 2 . 3 1 2 8  H S 1 ; u + S 0 . 8 3 6 4  H S 2 i u  
- 1 . 0 3 5 2  S E X ; u  
. . .  ( 4 . 6 )  
4 . 3  D i s c u s s i o n s  
~ 
E q u a t i o n s  ( 4 . 1 )  a n d  ( 4 . 4 )  a r e  s t a t i s t i c a l l y - g o o d .  W i t h  K 1  o f  a b o u t  '  r '  
5 5 %  a n d  4 9 %  r e s p e c t i v e l y ,  o n e  c o u l d  a c c e p t  t h a t  t h e  e x p l a n a t o r y  
p o w e r  o f  ES~AIH m o d e l  i s  g o o d  e n o u g h  g i v e n  t h e  n u m b e r  o f  d u m m y  
v a r i a b l e s  i n c l u d e d  i n  t h e  m o d e l .  
I n  e q u a t i o n  ( 4 . 1 ) ,  ( K a d u n a  s t a t e ) ,  a l l  c o e f f i c i e n t s  h a v e  t h e  p r e d i c t e d  
s i g n s  e x c e p t  c
5
•  T h e  s t a n d a r d  e r r o r s  i n d i c a t e  s t a t i & t i c a l  s i g n i f i c a n c e  a t  
t h e  5 %  l e v e l  f o r  1 0  o f  t h e  1 5  p a r a m e t e r s  i n c l u d i n g  t h e  d u m m y  v a r i a b l e s .  
T h e s e  e s t i m a t e s  s u g g e s t  t h e  f o l l o w i n g .  
F i r s t ,  t h e r e  a p p e a r s  t o  b e  a  s i g n i f i c a n t  d i f f e r e n c e  i n  t h e  m a r g i n a l  
p r o p e n s i t y  t o  c o n s u m e  ( M P C ) ,  b e t w e e n  t h e  r u r a l  a n d  u r b a n  s e c t o r s  o f  
K a d u n a  s t a t e .  T h e  m a g n i t u d e  o f  t h e  differ~ntial i s  - 0 . 1 5 9 4 ,  t h u s  
s u g g e s t i n g  t h a t  t h e  M P C  o f  t h e  r u r a l  d w e l l e r s  i s  h i g h e r  t h a n  t h a t  o f  t h e  
u r b a n  d w e l l e r s .  
S e c o n d ,  t h e r e  i s  a  s h i f t  i n  t h e  c o n s u m p t i o n  f u n c t i o n s  b e t w e e n  t h e  
t w o  s e c t o r s  esti~ted ~t n a i r a  1 5 . 8 0 5 4 .  T h i s  ~stimate i s  s t a t i s t i c a l l y  
,- r .  
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insignificant, hence we may assume equality of autonomous consump~ 
tion. But given that this coefficient is negative, we can infer that the 
level of autonomous consumption is higher in the rural than the urban 
area. This justification could be obtained from equations (4.2) and 
(4.3). 
Third, the categorical occupational variables, CCI and OC2, were 
not statistically significant but they have the expected signs. The 
variables OC3 whose coeffici~nt is statistically significant tend to show 
an inverse relation with the consumer expenditure. But the coefficients 
of DOC2 and DOC3 are very significant suggesting a differential 
between the two sectors. Thus, an individual i, located in the urban 
area will spend naira 31.2 if in the Ill occupational category or naira 
76.3 if in the IV occupational category than an individual located in • 
the rural area. 
Similarly, the estimates of c6 , c1 , d7 are significantly different from 
zero in the statistical sense. Not only do they show that household 
size is an important factor in determining consumer expenditure but 
also that there is sectoral differential. It costs about naira 24.1 on the 
average, monthly, to maintain a family of eight or more in the urban 
areas than in the rural areas of Kaduna state. 
Finally, the discrete sex variable is responsive to the model; In 
effect, given that the individual is male will raise consumption expen-
diture by naira 17.50 relative to female. But the sectoral differential 
tend to suggest the opp03ite which may infer that the attribute female 
influences consumption expenditure in the rural than in the urban 
areas. 
Overall, the estimated ES-AIH model tend to confirm the existenc~ 
of differe.ntial consumption function b~tw~en the rural and urban 
sectors of Kaduna state. The estimates suggest that MPC in the rural 
area is greater than the MPC in the urban area which corrobo;ate~ 
keynesian consumption predictions . 
As for OYO state, equation (4.4), of the 15 coefficients only 4 are 
significant at the level of 0.05. A look at the qualitative variables first. 
Except the estimate of d 5 and d7 all other coefficknts are non significant. 
c3 and c4. even carry wrong signs which violates the predictions on the 
coefficients. But since they are not significant, we may assume that the 
problem is not s~rious. There are no collinearity between the different 
categorical occupational variables and the ir.come variables. The 
estimates of d6 and d7 suggest a sectoral difference in the relationship 
between consumption expenditure and household siz~. 
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T h e  e s t i m a t e  o f  t h e  s h i f t  c o e f f i c i e n t ,  c
0
,  t e n d  t o  s h o w  t h a t  t h e r e  i s  
n o  d i f f e r e n t i a l  i n  t h e  a u t o n o m o u s  c o n s u m p t i o n .  I t  h o w e v e r  i n d i c a t e s  
t h a t  t h e  l e v e l  i s  h i g h e r  i n  t h e  r u r a  1  a r e a  t h a n  i n  t h e  u r b a n  a r e a .  
T h e  e s t i m a t e  o f  c
2  
i n d i c a t e s  t h e  e x i s t e n c e  o f  a  s t r u c t u r a l  d i f f e r e n c e  
i n  t h e  M P C  b e t w e e n  t h e  r u r a l  a n d  u r b a n  s e c t o r s  o f  O Y O  s t a t e .  T h e  
c a l c u l a t e d  v a l u e  o f  0 . 7 4 5 1  a n d  t h e  e s t i m a t e d  v a l u e  o f  0 . 5 3 5 6  s h o w  t h a t  
t h e  M P C  i s  h i g h e r  i n  t h e  u r b a n  t h a n  i n  t h e  r u r a l  a r e a .  T h i s  contra~ 
d i e t s  o u r  t h e o r e t i c a l  e x p e c t a t i o n .  T h e  e x p l a n a t i o n  m a y  b e  f o u n d  i n  
t h e  n a t u r e  o f  t h e  d a t a  u s e d  i n  th~ s t u d y .  I n  e f f e c t ,  m a j o r i t y  o f  t h e  
i n d i v i d u a l s  i n t e r v i e w e d  i n  t h e  s u r v e y  f e l l  w i t h i n  t h e  I I  a n d  I V  occupa~ 
t i o n a !  c a t e g o r y  ( i .  e .  f a r m e r s  a n d  r e l a t e d  p r o f e s s i o n a l  a n d  t h e  u t i l i t i e s  
w o r k e r s ) .  I t  m a y  b e  t h a t  i n d i v i d u a l s  i n  b o t h  s e c t o r s  a r e  e x e r c i s i n g  
'  s i m i l a r  c o n s u m p t i o n  b e h a v i o u r  i .  e .  t h e  d o u b l e - d u a l i s m  p h e n o m e n o n .  
I n  s u c h  a  c a s e  t h e  r u r a l  f o r m a l  s e c t o r  m a y  b e  e x e r c i s i n g  t h e  s a m e  
b e h a v i o u r  a s  t h e  u r b a n  f o r m a l  s e c t o r  a n d  d i t t o  f o r  t h e  r u r a l  i n f o r m a l  
a n d  u r b a n  i n f o r m a l  s e c t o r s .  C o n s e q u e n t l y ,  b e c a u s e  o f  t h e  e f f e c t  o f  
non~market~determined e a r n i n g  ( i n c o m e  i n  k i n d )  t h a t  a d d s  u p  t o  t h e  
m a r k e t - d e t e r m i n e d  e a r n i n g s  i n  t h e  r u r a l  a r e a s  o f  t h e  s t a t e ,  i t  m a y  b e  
e x p e c t e d  t h a t  t h e  M P C  i n  t h e  r u r a l  s e c t o r  w i l l  b~ l e s s  Lt h a n  t h e  M P C  i n  
t h e  u r b a n  a r e a .  B a r g a i n i n g  p o w e r  o f  a  u t i l i t y  w o r k e r  l o c a t e d  i n  t h e  
r u r a l  a r e a s  m a y  b e  h i g h e r  t h a n  t h a t  o f  a  s i m i l a r  u t i l i t y  w o r k e r  l o c a t e d  
i n  t h e  u r b a n  a r e a  b e c a u s e  t h e  f o r m e r  m a y  d i s p o s e  s o m e  e s s e n t i a l  
c o m m o d i t i e s  w h i c h  t h e  l a t t e r  w i l l  o b l i g a t o r i l y  h a v e  t o  p u r c h a s e  u n d e r  
m a r k e t  c o n d i t i o n s .  
S .  C o n c l u d i n g  R e m a r k  
O u r  a n a l y s i s  i n  t h i s  p a p e r  i s  r e s t r i c t e d  t o  i n v e s t i g a t i n g  t h e  determi~ 
n a n t s  o f  c o n s u m p t i o n  a t  a  p o i n t  i n  t i m e  a n d  n o  att~mpt i s  m a d e  f o r  a  
d y n a m i c  a n a l y s i s .  T h e  m o d e l  p r o v i d e d  a  t e n t a t i v e  e > t i m a t i o n  o f  t h e  
p a r a m e t e r s  w h i c h  s h o u l d  b e  s e e n  a s  a p p r o x i m a t i o n s .  
B a s e d  o n  t h e  d a t a  s e t s  a n d  t h e  e s t i m a t i o n  t e c h n i q u e  e m p l o y e d ,  o u r  
e m p i r i c a l  w o r k  i n d i c a t e s  t h a t  o u r  E S - A I H  m o d e l  c a p t u r e s  r u r a l - u r b a n  
i m b a l a n c e  i n  c o n s u m p t i o n  b o t h  s t a t i s t i c a l l y  a n d  q u a n t i t a t i v e l y .  I t  
c o n f i r m s  t h i s  e x i s t e n c e  o f  t h e  r u r a l - u r b a n  p h e n o m e n o n  i n  b o t h  K a d u n a  
a n d  O y o  s t a t e s .  B u t  t h e  d e g r e e  o f  d e t e r m i n a t i o n  o f  t h e  v a r i a b l e s  v a r i e s  
b e t w e e n  t h e  s t a t e s .  
S e c o n d l y ,  t h e  a n a l y s i s  s h o w s  t h a t  h o u s e h o l d  s i z e  a n d  s e x ,  c l a s s i f i e d  
i n t o  c a t e g o r i e s  d e t e r m i n e  c o n s u m p t i o n  e x p :m d i t u r e  i n  K a d u n a  s t a t e ,  b u t  
t o  a  l e s s e r  e x t e n t  i n  O y o  s t a t e .  I n  a d d i t i o n  o c c u p a t i o n  a p p e a r s  n o t  t o  
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income variable must have served as proxy for the occupational 
variables. 
Thirdly, the differential in the MPC between rural and urban 
sectors of both states load support to the view that rural-urban dicho-
tomy extsts from the premise of consumption expenditure. The 
magnitude of the differentials are 16% and 21% in Kaduna and Oyo 
states respectively. These values suggest the relative magnitudes of the 
disparity between the sectors of the states and thus call for public policy 
measure to reduce the gap. 
In addition, the study indicates possible existence of double-dualism 
in Oyo State. 
And finally, it appears that feminine attribute affect consumption 
~xpenditure more significantly in the rural than in the urban sector. 
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